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STATE LEGISLATIVE UPDATE

At 5:00 p.m. today Governor Armold Schwarzenegger delivered his first State of the
State address to a joint convention of the Legislature. The speech essentially
highlighted his major themes and priorities for the first year of his administration. A
copy is attached.

The Governor emphasized that improved economic growth and job creation were
essential for turning California around and eliminating the State’s budget problem.
Indeed the Governor designated himself the State’s job czar and said he would travel
the world over to find jobs for California. The key 10 success would be a major reform of
the workers compensation system and he challenged the Legislature to approve reform
by March 1, 2004 or he would put his proposed reform on the November ballot. He
also called for improving the state’s business climate by addressing the crisis in
unemployment compensation and assuring affordable energy for California businesses.

The Governor offered few details on the FY 2004-2005 budget which he will propose on
Friday. He did indicate that the projected shortfall is $15 billion and will require cuts in
virtually every area of the State budget. Given the dependence of counties on the State
budget, perhaps the most significant part of the Governor's speech were his strong
statements opposing tax increases as “the final nail in California’s financial coffin” that
“will destroy...jobs and revenue.”

Other priorities touched on in the Governor's approximately 30 minute speech include

his commitment not to reduce education funding (despite reports that K-14 education
will receive $1.5 billion to $2 billion less under the Governors proposal than current law
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would provide), protect California’s environment primarily through environmentally
friendly technologies rather than reguiation, and radically restructure State government
to eliminate waste and fraud. In addition, in his opening remarks and in the tone of his
speech, the Governor emphasized that bipartisan cooperation and compromise were
essential.

In the Democratic response, Senate President pro Tempore John Burton and Speaker
Herb Wesson indicated that while significant budget reductions will be necessary to
close the budget gap, they intend to protect the poor, the elderly, the blind and the
disabled. In particular, they stressed that additional revenue, i.e., a tax increase, would
also be necessary.
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State of the State Address |
- Governor Arnold Schwarzenegger
January 6, 2004

Lieutenant Governor Bustamante, Speaker Herb Wesson,
President Pro Tem John Burton, Senate Republican Leader

Jim Brulte, Assembly Republican Leader Kevin McCarthy,
Speaker Designate Fabian Nunez, Distinguished Members of
the Legislature, Chief Justice of California Ron George and
Associate Justicas, Members of the Board of Equalization, my
fellow Constitutional Officers, esteemed Cabinet Secretaries,
friends, my fellow Californians, and last but not least, the First
 Lady, my partner, and the love of my life, Maria Shriver.

People have said to me, "Arnold, isn't it a terrible burden
being govarnor at a time of such crisis?” :

I tzll them, no, not at all, I love working for the people of
California. It is better than being a movie star. It gives me
great joy and satisfaction. I am honored to do this work for
the people.

" 1 am optimistic about our state.

o
The state of our state will soon be strong... because our
people and our purpose are strong.

We have a new spirit, a new confidence. We have a new
common cause in restoring California to greatneass.

. I'saw greatness achieved only three days ago, when the rover
“Spirit” landed on Mars. I want to congratulate the many
talented scientists at NASA’s Jet Propulsion Laboratory in
Pasadena, California, who have demonstrated once again that
we here in California are the launching pad for the
axtraordinary.
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Now let us do the exl:raordmary

~ Tomght I will talk about the progress we've made, the
problems we have yet to overcome, and the path we will
follow to overcome them.

1 have no doubt that, together, Californians are more than a
match for the challenges we face.

1 feel good because I believe we have méde progress in
rebu’i!ding the people‘s trust in their government.

The first thing I dld as governor was to repeal the tripling of
~ the car tax.

This massive tax increase was a desperate act of a
government out of control. '

That could not be allowed to stand.
Repealiag that illegal tax increase was the right thing to do,

During the campaign I promised *!:hat cities and countms
would not bear the cost of the repaal.,

It would be irresponsible of the state to take that money
away from counties and cities.

: Thai: is why I acted to keep the money flowing for firefighters
and police.

They did not raise the car tax, and they should not bear the
burden of its rollback.

Together, we in this chamber repealed SB 60, which
endangered the very integrity of the Califorma driver's
license.
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R,esx:mdmg that law was the right thing to do. And I thank
- your for your bnpartusan support.

Together, we put measuras on the March baillot that, if passed
by the people, will save our state from a June bankruptcy.

June is the month when billions of dollars in past loans come
due and the financial house of cards buxlt over the last half
decade is set to collapse,

When individuals cwerspend themselves into trouble, financial
counselors often tell them ta consolidate their credit card
balances so they can work their way out uf trouble - and also
T tear up their credit cards,
That is what our California Recovery Plan is al! about,
We took the debt we inherited from the prev:ous
administration, the debt that threatens us with bankrupicy,
and we rolled it into a 15 billion dollar recovery bond.
Then we tore up the credit card.
We passed a balanced budget amendment,

And we created a ramy day fund for futura har‘d times and
emergencies.

: Nevar again will government be allowed to spend money it
doesn’t have,

Never again will the state be aliowed to borrow money to pay
its operating expenses.

You in this room have done that for the people of California.
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No one here got everything he or she wanted. We

"mmpmmised This, too, was the r;ght thing to do. I thank

you and I congratulate you.

_New 1 ask you to join me In getting out the message that 5

"yes"” vote on these measures on the March ballot is
absolutely crﬂ:mal to our financial future.

The alternative is economic chagos. .
In a bipartisan effort to help our citizens understand how

impotrtant this bond is to California, I am proud to say that
our State Controller, Steve Westly, a businessman and

~ financial leader, will be co-chairing with me the California

Recovery Bond Committee,

With passésge of these measures, we will have dodged the
first bul!et, the 20032-2004 budget deficit.

. But the second bullet - the second financial crrsrs- has already

ieft the barrel and is headed nght at us.

I am talking about the 2004-2005 budge‘t deficit - which is
another staggermg 15 billion dollars.

The 2004-2005 budget whlch begins July lst is the one that

we must now negotiate.

These huge budget deficits are the aftershocks of past
financial recklessness.

What happened is this.
Ovér the last five yearé, the state's income increased 25

parcent, but spending increased 43 percent.
This was irresponsible,
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The fact of the matter is that we do not have a tax crisis; we |
~ do not have a budget crisis; we have a spending crisis.

We cannot tax our way out of this problem. More taxes will
destroy what we*m trying to save - jobs and revenue.

Jobs bring revenue to the state and revenue allows us to do
the right things for education, for the environment, for the
drsabled the elderly and all those in need

A tax increase would be the ﬁnal naﬂ in California’s financial
coffin.

Tha people of Cahfcrma did not aieci: me to desiroy ;gohs and
businesses by raising taxes.

I wi!i not make matters worse.

We have no choice but to cut‘spending, which is what caused
the crisis in the first place.

These are cuts that will challenge us ali.
; But we éans‘lot give what we do not have.

If we continue spending and don't make cuts, California will
. be bankrupt.

And a bankrupt California cannot provide services to anyone.

Members of the Legislature, you will receive my pmposai sin
the days ahead. ,

‘These are proposals that leadership requires, ee:aﬁamics
demanis, and the public expects.

These cuts will not be easy but they will not be forever.
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“and get on thh the pmmme thai: beckons before us.

I would like to thank all those in the labor mmmunﬂ:y who are
working wﬂ:h us to do just that. .

I would hke to thank those in the education community who
are working with us to allow the state to save maoney while
stili increasing per pupil funding.

Everyone must play a part in this.

I respect the sovereignty of our Native American tribes, and I
believe they also respect the economic situation that
California faces. In the next couple of days, I will announce
our hegotiator who will work with the gaming tribes; so that
California receives its fair share of gaming revenues.

Every cloud has a silver lining. The good news is that the
spending crisis forces us to bring baclly neaded raform to
government.

Although the transition will be difficult, in the end we will
have a lzaner, more efﬁcxent and more responsive state
govemmant, :

A necessary place to start is education.

We must make better use of the money we spend on schools.

My proposal gets more money into the classroom and thus
increases per pupil funding.

First, we must give iocal schoois the power to meet the
specific needs of their own communities.

We can do this by consolidating two billion dollars of
categorical programs and cutting the strings to Sacraments.
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Th;s will give schools thé fi‘éédnm to spend the meney as they
- pot Sacramento - best see fit to serve the children.

Second, school districts are forced to spend on average 10 to
40 percent mare than necessary on non-classroom services,

We must give local schools the freedom to be cost efficient. :
o

One way to do thisis io repeal‘SB 1419, the law that préven ,
schools from contracting out services such as busing and
maintenance.

h This will free up morse maney for textbaoks and other vital
classroom needs,

In the last two years, college fees have increased over 40
parcent.

We must end the boom-and-bust cycle of widely fluctuatmg
fees with a pradictable, ::apged fee policy for college students
and their parents. \

And we must limit fee increases to no more than ten percent a
year. ' '

Like our K through 12 schools, our colleges and universities
must also share the burden of the fiscal crisis, but we must
work to expand the dream of college.

And we must not let the dream bypass our Central Valley.

That is. why my budget will fund UC's tenth c:ampus -
UC Marced,

We cannot afford waste and fraud in any department or
agency.
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_Every governor proposes moving boxes around to recrganize
government.

I don't want to move the boxes around; I want to biow them
up. ' -

The Executive Branch of this government is a mastodon
frozen in time and about as responsive.

This is not the fault of our public servants but of the system.

We have multiple departments with overiapping
rasponsibilities. I say consoiidate them.
We have boards and commnssmng that serve no pressing
publlc need. I say abolish them.

|
We have a state purchasing program that is archaic and
expensive. I say modernize it.
Iplana total raview of government - its performance, ks
practices, its cost.

Some of the recommended actions, I will make by executive
order. Some will require legislation. And some will need
constitutional change. ’ .

I want your ideas and the more radical the better. :

And to.CaIiania ‘s state émplbyees, I want to thank you for
your hard work under trying circumstances.

1 zsiso want your ideas, because I want to give you freedom to
do your jobs in creative ways.

Now, in addition to restoring our state’s finances and
responsiveness, we must restore the state's business climate,
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--Creating and retaining jobs - and the businesses that provide
them - must be a priority of this Legislature.

Jobs provide a solid foundation for families.
Jobs add revenues to the state budget.
Jobs give stabi lity to our society.

Jobs. Jobs. Jobs,
The more jobs the better.

I am going to become California’s Job Czar,
I'm going to travel the nation and the world to find those
- jobs. _

I'm going to say, "Come to California. Come do business here.
Buy our fantastic products. Visit our special attractions. Hire
our workers, who are the most produci:wa in the world.”

I am a salesman by nature. And now most of my eneargies will
~go to selling California, and California is the easiest sell I‘ve
ever had.

But we have to fix the state's business climate. And we must
start with workers' compensation reform.

Our workers' comp cosis are the highest in the nation - nearly
twice the national average. :

California employers are bleeding red ink from the workers’
comp system.

Our high costs are driving away jobs and businesses.

' My proposal brings California's workers' comp standards and
costs in line with the rest of the country.
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Toheal injured workers, it emphasizes the importance of
health care and doctors rather than attorneys and judges.

It requires nationally recognized guidelines for permanent '
disability.

And it provides for innovative approaches.

I cali on the Legisiature to deliver real workers' comp reform
to my desk by March 1st. Modest reform is not 2nough. |

If modest reform is all that lands on my desk, I am prapared
to take my workers’ comp solutlon to the people. It will be on
the November ballot. .

This year we also have the highest unemployment insurance
costs in the nation. Qur system is flat broke.

So that people could get their checks, last month I had to ask
Washington for a billion dollar loan to bail us out.

Unemployment checks are an important safety net.
We must ﬁx the system, and I nead your heip.

California’s appmach to energy is another barrier to ;;ebs and
- economic gmwth .

We have a flawed regulatory structure.

Our businesses pay energy rates nearly twice as high as those
in ather western stafes. :

in California, we have thirteen dlﬁ‘emnt state energy
agencies.

Something is wrong when it's easier to create energy
agencies than power plants.
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Eaiiforma s energy crisis is not over,’

If we do not act now, California will face energy shortages as
early as 2006.

To prevent this, we must reform the wholesale. power market
to attract new energy mvestmant

We must reform the retail market so large customers can get
competitive prices.

And we must renegotiate those high-priced electricity
" contracts that locked us into energy prices at the market's
peak,
. Closely cprinected to enargy is the environment.
And while we are promoting jobs, promoting California,
I am also going o promote our commitment to the
anvironment.

I am going to encouragé the building of a hydmgen highway
to fake us to the envirenmental future.

I am going te énmufage buiiders to build homes using partiai
solar power.

I am going to create a Green Bank to make Ioans to retrofit
old, enargy—ineﬂ" cient buildings.

I intend to show the worid that economic growth and the
anvironment can coexist.

And if you want to see it, come to California.

Du)ring the campaign, I said that I would make sm‘é that
California got its fair share of faderal tax dollars.
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The congressional delegations of other states work together
to bring home federal dollars, but the divisions in Californiz
have been ino deep to do that effectivelys

In Dacember, hawever, we held a hnstenc meeting in Palm
Sprmgs, :

-At a bipartisan retreat, the California congressionai delegation
and I agreed to put party and district boundaries aside and

 speak with one umted voice in Washington,
We agreed to fight side-by-side to get more federal tax
money for homeland security, criminal aliens, water
resources, highways, and other needs.
Let me tell you another area where we must cooperate.

" California’s naval facilities, our air bases, our supply centers,

our fraining commands have helped our nation produce the
best trained and squipped military in the worid.

I was in Baghdad last year. I met soldiers who call California
home. 1 met soldiers who trained here and served here.

California has a proud history of military suppdri:, '

The Pentagon will make the next round of base closures in
2005, This could mean thousands of lost jobs to California.

These bases are important to the national defense, and they
ara important to our steady economic recovery,

As a state, we will fight to keep our bases open,

We Californians need to work together at all levels of
government. In the days and weeks ahead we have decisions



Froemvva mi v AV FAA

T W14 /018
B

13

coming at us that are the most difficult any legisiator or
governor has faced in the history of our state,

We have decisions approaching that will inflame passions and
potentsal!y create division.

I want to tell you a true story’ that relates to thas.

During the terrible fires that burned California, I went to the
funeral of Steven Rucker, the firefighter who died in the
service of his fellow citizens

‘He left behind a wonderful wife, two chs!dren and
haartbroken parentsu

. After the service, I said to Steven's mother and father,
"If there is anythmg I can do for you, please let me know.”™

His father looked at me for a few seconds.. and in his grief
with tears in his eyes he said, "Arnold, if you really want to do
something in honor of my son, ge to Sacramento and stop the
politicians from fighting. Stop the ﬂghtmgﬁ Iit's hurl:ing the
people and destroying our state

Ladies and gentlemen, iet us remember those words in i’:he
days and weeks ahead.

Let us remember the gréater good of California.
I remain a great believer in the future of this state.
I did not seek this job to cut... but to build,

1 did not seak this iob teo precide aver the decline of a dream
but to renew it.

President Reagan said that empires were once definad by
land mass, subjugated peoples, and military might.
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But America, be said, is "an empire of ideals.”
California, I believe, is an empire of hbpe and aspiratinn,

Never in histery have such big dreams come together in one
place,

Never in history has such an array of talent and technology
converged at one time,

Never in history has such a free and diverse community of
people lived and worked under one political system.

This is a wonderful place - California - this empire of
aspirations.

Great things can be dene in California.

Ladies and gentlemen, let us help Californians do great
things.

Thank you very much.



